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Education Funding Remains At Risk

State funding for education was cut by 16% beginning in 2008-09 – five years 
ago!

And education has contributed about $7 billion per year to help resolve  
the state’s Budget crisis – a total of more than $35 billion
No other segment of the Budget has been cut anywhere close to that much 
and most other segments of the Budget have actually grown over the 
same five-year period

But the Governor’s challenge is increasingly difficult
Our cyclical economy isn’t cycling fast enough
The state is running out of solutions
SSC thinks the Governor is making the most of a bad situation, but it isn’t 
going to be resolved anytime soon
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Another “Crisis” Budget

The Governor’s Budget Proposals for 2012-13 represent another desperate 
effort to get through a bad time, not a permanent solution

The structural imbalance continues to dog the state’s recovery

The Budget depends on passage of new temporary taxes midway through the 
year

Assumes voters approve a $6.9 billion tax measure

Funding the statutory increase in Proposition 98 by manipulating 
deferrals

This alternative provides no additional spending for education, but 
maintains revenue limits at about 2011-12 pre-trigger-cut levels
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Another “Crisis” Budget

Alternative: Assumes voters reject the tax measure

Education is cut $2.4 billion, about $370
per average daily attendance (ADA)

100% of home-to-school and special education transportation funding is cut 
whether tax measure passes or not 

Disproportionate effect on districts is a huge problem

The mechanics of the Budget are complex,
but this outcome is the bottom line
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Economics Still Drive All Policy Decisions

In California, recent policy has been set by Budget decisions
The debate is not driven by policy, it is driven by economics – do we have 
the money?
Economic decisions have led to poor policy results for education

We need a longer school year – not a shorter one
We need lower class sizes – not higher
We need more options for students – not fewer
We need stability for our employees – not layoff notices

All of these undesirable outcomes are an effort to “do it cheaper,” not “do 
it better”

The long-term societal and economic impacts of these short-sighted polices 
will be profound

We will have workforce issues far into the future
A sub-optimal workforce leads to more dependence on government,
not less
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U.S. Economic Outlook

The nation is now two and a half years into the economic recovery
For the average American, it has not felt like a recovery

The pace of job creation has been slow and the unemployment rate 
has remained high
Home prices crashed and are only now showing signs of stabilizing
Lending standards have tightened, making it more difficult to borrow 
even though interest rates are at all-time lows

Signs of a real recovery are finally emerging
The Index of Leading Indicators for October 2011 posted the largest 
monthly increase since November 2010
Exports in September were up 16% over the prior year
In November, the Consumer Confidence Index (CCI) posted its largest 
monthly gain in over eight years
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U.S. Economic Outlook

Risks to the economic expansion are evident as well
Political stalemate in Washington (i.e. failure of the “super committee” to 
make budget cuts) could lead to further economic chaos
The European debt crisis has not been solved, with several countries still 
on the brink of defaulting on their financial obligations
The political situation in Iran, Syria, Pakistan, and North Korea; emerging 
governments in former dictatorships; continued growth of terrorist groups 

In this environment, the Governor’s Budget presumes that the U.S. economy 
will continue its slow, but steady pace of expansion

Economic Factor 2012 2013
Gross Domestic Product 3.0% 3.7%
Employment 0.9% 1.4%
Unemployment Rate 9.2% 9.0%
Housing Starts 11.1% 43.6%
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California’s Economic Outlook

Accounting for about 12% of the U.S. economy, California’s fate is tied closely 
to the national recovery
The Governor’s Budget describes two state economies

The winning sectors
High tech – high paying jobs and constant innovation
Export markets – expanding global economy and California’s strategic 
position with the Pacific Rim
Professional services – high paying jobs serving both domestic and 
international markets

The lagging or low wage sectors
Housing – overbuilt housing supply and continuing foreclosures
Construction – closely tied to the housing market
Retail trade and food services – expanding job market, but generally 
low wage employment
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California’s Labor Market

California lost 1.3 million 
payroll jobs in the 
recession

About one-third of this job 
loss has been recovered

It may take four and a half 
more years to reach 
California’s prerecession 
employment peak

Source: 2012-13 Governor’s Budget, page 41
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The Structural Budget Gap

The 2012-13 Budget has a $9.2 billion 
deficit

The projected 2011-12 Budget 
deficit is $4.1 billion and carries 
forward into 2012-13
The 2012-13 deficit is $1.9 billion 
worse than anticipated in
June 2011
The ongoing Budget deficit has 
been reduced, but an ongoing 
mismatch remains
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Governor’s Budget Solutions
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Temporary taxes ($4,401 million)
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Proposition 98 ($544 million)
CalWORKs ($946 million)
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Governor’s Temporary Tax Proposal

The Governor’s Budget assumes that voters will approve $6.9 billion in 
temporary taxes in November 2012

Of this total, $2.2 billion would count in 2011-12 and $4.7 billion would 
count in 2012-13
The higher taxes would continue through 2016

The Governor’s tax proposal includes the following:
Income tax increase

Single filers tax increase of 1% for income above $250,000; up to 2% 
for income over $500,000
Joint filers tax increase of 1% for income above $500,000; up to 2% for 
income over $1 million
Head of household increase of 2% for income above $680,000

Sales and use tax increase of 0.5%
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Contingent Trigger Cuts

Like the 2011-12 Budget Act, the Governor’s Budget Proposal for 2012-13 
contains automatic trigger reductions

The trigger reductions total $5.4 billion
The cuts are linked to the failure of the proposed temporary tax 
increases, not a general revenue shortfall

The trigger reductions hit education the hardest, especially Proposition 98
Programs Targeted for Trigger Cuts

Program Amount % Share
Proposition 98 $4,837 million 89.7%
University of California $200 million 3.7%
California State University $200 million 3.7%
Courts $125 million 2.3%
All Other $28 million 0.6%

Total $5,390 million 100.0%
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Risks to the Budget Proposal

Flat funding for K-12 education is dependent upon voters approving Governor 
Brown’s initiative authorizing new temporary taxes

The initiative must qualify for the ballot by gaining the required number of 
voter signatures on a petition

Necessary labor support for the initiative has not been secured

Governor Brown needs to clear the field of other education-funding 
initiatives

Voter sentiment may not support more taxes, putting a $6.9 billion hole in the 
budget as proposed by Governor Brown

Competing initiatives on a ballot may confuse or frustrate voters, causing 
initiatives with any chance of success to, instead, fail
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Risks to the Budget Proposal

The economic recovery, still slow but gaining some momentum, could stall 
with state revenues underperforming the forecast

Continuing economic problems in Europe and growing problems in China 
could threaten California’s export market

Massive federal deficits could rekindle inflation

A spike in energy costs may dampen consumer spending

The recovery could simply be slower than expected

Court challenges could continue to thwart full implementation of program 
reduction budget solutions
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School Budget Contingency Plan

New temporary taxes are approved by the voters at the November 2012 ballot 
and schools get flat funding, OR
Tax extensions are not approved resulting in severe reductions in school 
funding
This leaves schools in a position of needing at least two plans

Governor Brown’s Proposal: Flat funding – continues the funding level 
contained in the enacted Budget for 2011-12, except for transportation
Alternative: A $2.4 billion reduction in K-14 funding – results in a loss of 
about $370 per ADA for the average district

Districts will need to plan for both eventualities until the fate of the tax 
extensions is determined
Additionally, economic changes between now and enactment of the 2012-13 
Budget could cause a revision, up or down
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Proposition 98 Minimum Funding Guarantee

The Governor’s Budget Proposal increases 2011-12 Proposition 98 by 
$661 million to $48.3 billion

Doesn’t fund the increase – postpones to a future year as Proposition 98 
“settle up”

Base growth in state revenues and new revenues from Governor Brown’s tax 
proposal increase Proposition 98 to $52.5 billion, a $4.9 billion increase 
compared to the 2011-12 Adopted Budget
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Why is Education Flat Funded?

How does a nearly $5 billion increase in Proposition 98 provide no real growth 
in funding for schools? The answer is deferrals.

$2.4 billion is used to maintain current-year spending levels – the cost of 
maintaining existing programs after the 2011-12 deferral

$2.5 billion buys down K-14 interyear deferrals by moving the state 
expenditures back into the current year

Buying down deferrals increases a district’s cash available in the budget 
year, and can reduce borrowing costs, but does not increase a district’s 
spending authority
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What Happens if Taxes Aren’t Approved?

If the tax initiative fails, Governor Brown proposes to cut K-14 education by 
$4.8 billion

Proposition 98 drops by $2.4 billion because of the loss of new tax 
revenues
The interyear deferral buyout is rescinded, and existing deferrals are 
maintained, saving $2.4 billion
State payments of $2.4 billion for debt service on school bonds are re-
categorized as Proposition 98 expenditures

Governor Brown equates this reduction to eliminating three weeks of 
instruction from the school year

If it takes a two-thirds vote to suspend Proposition 98, how can you cut the 
Proposition 98 minimum guarantee without suspending?

Adjust the factors that determine the minimum guarantee, or in other 
words – manipulate!
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Revenue Limit for Average Unified School District

Unfunded COLA of 
3.17%
The 2012-13 Governor’s 
Budget provides for a 
slight increase in 
funding (don’t expect to 
get it)
This funding level is 
contingent upon the 
enactment of new taxes 
($370 less if taxes fail)
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Funding Per ADA – Actual vs. Statutory Level
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Recovery of Education Funding Takes a Long Time

Recovery for education funding requires:
First, the threat of more current or future cuts must end
Then, the state must have the money to begin funding current-year
cost-of-living adjustments (COLAs) and other program growth
Then, the state must fund at least some portion of the deficit factor, now at 
21.666% in addition to funding the current-year COLA
Then, the state must deal with restoration of the deferrals

During the recession of the early 1990s, the deficit was smaller and there were 
no deferrals, but recovery still took six years

So, the state has a lot of work to do and it will take time
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2012-13 Governor’s Proposed Budget 
Other Components

Deferral of apportionment payments continue
Home-to-school and special education transportation funding eliminated
Transitional Kindergarten now an optional program with no funding 
Mandates

Eliminate nearly half
Remaining made optional

Quality Education Investment Act (QEIA) and After School Education and 
Safety (ASES) funding continues
Flat funding for Federal programs
Special education

No COLA
Some funding for mental health services
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Weighted Student Funding Formula

To promote greater local decision-making authority, Governor Brown proposes 
a weighted student funding formula to replace revenue limits and most 
categorical program funding formulas

All of the categorical programs included in the formula “will immediately 
be made completely flexible” to support any local education priorities

Elements of the formula
Special education, child nutrition, Quality Education Investment Act 
(QEIA), After School Education and Safety (ASES), and other federally 
mandated programs are exempt
Additional funding is based on the demographics of the 
schools, including:

English Learner population
Pupils eligible for free and reduced-price lunches

Accountability: Qualitative and test-based measures
Timeline: Phased in over five years
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Local Budget Impact of Weighted Student 
Funding Formula

The Department of Finance (DOF) indicates that for 2012-13, 80% of a district’s 
funding will be based on current law formulas and 20% will be based on the 
weighted student formula

Governor Brown is not proposing a “hold-harmless” provision; 
therefore, some districts will gain and some will lose under the new 
formulas

In general, districts with high concentrations of English Learners and 
low income students will gain funding and those with few of these 
students will lose funding

There are currently no details that would allow a school district to determine 
its funding gain or loss for 2012-13, or for any year thereafter
The Legislature must enact this measure as a change to current school finance 
statutes
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Unrestricted Fund Balance – Statewide Averages

2009-10 Unrestricted General Fund Balance 
as a Percent of the Total General Fund

Unified School Districts 10.16%
Elementary School Districts 16.99%
High School Districts 15.27%

2009-10 Unrestricted General Fund Balance Plus Fund 17 
Special Reserve as a Percent of the Total General Fund

Unified School Districts 11.00%
Elementary School Districts 19.18%
High School Districts 17.58%
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Governor’s Budget or the Alternative?

Year 1 Year 2 Year 3

State Recommended 
Reserve for 
Economic 

Uncertainties
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Santa Paula Elementary School District
2011-12 First interim Multi Year Projection  

2011-12 2012-13 2013-14
Beginning Fund Balance 5,084,811 3,062,500 2,579,793
Revenues 30,110,988 30,189,293 30,591,181
Expenditures 32,133,299 30,672,000 30,958,845
Net Change (2,022,311) (482,707) (367,664)
Ending Fund Balance 3,062,500 2,579,793 2,212,129

Components of End Bal:
Cash (5,000) (5,000) (5,000)
Economic Uncertainties (964,000) (920,160) (928,766)
Budget Stabilization 2,093,500 1,654,633 1,278,363
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Changes from 2011-12 First Interim

Mid Year Trigger amount was reduced to $13 per ADA, resulting in 
$607,000 increase in revenue

Actual transportation funding cut $20,000 more than projected
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2011-12 Revised First interim Multi Year Projection  
(reflects effect of “trigger” language & transportation cut)

2011-12 2012-13 2013-14 2014-15
Beginning Fund Balance 5,084,811 3,648,792 3,166,085 2,798,421
Revenues 30,717,684 30,189,293 30,591,181 30,963,700
Expenditures 32,153,703 30,672,000 30,958,845 31,041,216
Net Change (1,436,019) (482,707) (367,664) (77,516)
Ending Fund Balance 3,648,792 3,166,085 2,798,421 2,720,905

Components of End Bal:
Cash (5,000) (5,000) (5,000) (5,000)
Economic Uncertainties (964,000) (920,160) (928,766) (931,237)
Budget Stabilization 2,679,792 2,240,925 1,864,655 1,784,668
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Changes between 2011-12 First Interim MYP (for 
2012-13) to Governor’s proposed budget

Assumes tax initiative passes

No COLA

No home-to-school and special education transportation funding

No Transitional Kindergarten funding
Reduction of 38 ADA
Reduction of 1 teacher
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Multi Year Projection with 2012-13 Governor 
Proposed Budget (tax initiative passes)

2011-12 2012-13 2013-14 2014-15
Beginning Fund Balance 5,084,811 3,648,792 2,313,779 738,078
Revenues 30,717,684 29,393,125 29,439,282 29,366,570
Expenditures 32,153,703 30,728,138 31,014,983 31,097,354
Net Change (1,436,019) (1,335,013) (1,575,701) (1,730,784)
Ending Fund Balance 3,648,792 2,313,779 738,078 (992,706)
Components of End Bal:

Cash (5,000) (5,000) (5,000) (5,000)
Economic Uncertainties (964,000) (920,160) (928,766) (931,232)
Budget Stabilization 2,679,792 1,388,619 (195,688) (1,928,938)
Bdgt Stab-revised 1st Int 2,679,792 2,240,925 1,864,655 1,784,668
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Changes between 2011-12 First Interim MYP (for 
2012-13) to Governor’s proposed budget

Assumes tax initiative fails
$370 per ADA revenue limit cut

No COLA

No home-to-school and special education transportation funding

No Transitional Kindergarten funding
Reduction of 38 ADA
Reduction of 1 teacher
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Multi Year Projection with 2012-13 Governor 
Proposed Budget (tax initiative fails)

2011-12 2012-13 2013-14 2014-15
Beginning Fund Balance 5,084,811 3,648,792 1,011,527 (1,854,383) 
Revenues 30,717,684 28,090,873 28,149,073 28,080,539
Expenditures 32,153,703 30,728,138 31,014,983 31,097,354
Net Change (1,436,019) (2,637,265) (2,865,910) (3,016,815)
Ending Fund Balance 3,648,792 1,011,527 (1,854,383) (4,871,198)
Components of End Bal:

Cash (5,000) (5,000) (5,000) (5,000)
Economic Uncertainties (964,000) (920,160) (928,766) (931,232)
Budget Stabilization 2,679,792 86,367 (2,788,149) (5,807,430)
Bdgt Stab-tax passes 2,679,792 1,388,619 (195,688) (1,928,938)
Bdgt Stab-revised 1st Int 2,679,792 2,240,925 1,864,655 1,784,668
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Multi Year Projection – Three Scenarios:
Effect of Expenditure Reductions on Budget Stabilization  if 
Taxes Pass.

31A

Taxes Pass 2011-12 2012-13 2013-14 2014-15
Ending Fund Balance 3,648,792 2,313,779 738,078 (992,706)

Cash/Economic Uncertanties (969,000) (925,160) (933,766) (936,232)
Budget Stabilization 2,679,792 1,388,619 (195,688) (1,928,938)

Scenario #1
Taxes Pass-Reduce $1M Exp 12-13 only 2012-13 2013-14 2014-15

Ending Fund Balance 3,313,779 1,738,078 7,294 
Cash/Economic Uncertanties (925,160) (933,766) (936,232)
Budget Stabilization 2,388,619 804,312 (928,938)

Scenario #2

Taxes Pass-Reduce $1.3M Exp 12-13 only 2012-13 2013-14 2014-15
Ending Fund Balance 3,613,779 2,038,078 307,294 

Cash/Economic Uncertanties (925,160) (933,766) (936,232)
Budget Stabilization 2,688,619 1,104,312 (628,938)

Scenario #3

Taxes Pass-Reduce $600,000 ongoing 2012-13 2013-14 2014-15
Ending Fund Balance 2,913,779 1,938,078 807,294 

Cash/Economic Uncertanties (925,160) (933,766) (936,232)
Budget Stabilization 1,988,619 1,004,312 (128,938)



Multi Year Projection – Three Scenarios:
Effect of Expenditure Reductions on Budget Stabilization  if 
Taxes Fail.

31B

Taxes Fail 2011-12 2012-13 2013-14 2014-15
Ending Fund Balance 3,648,792 1,011,527 (1,854,383) (4,871,198)

Cash/Economic Uncertanties (969,000) (925,160) (933,766) (936,232)
Budget Stabilization 2,679,792 86,367 (2,788,149) (5,807,430)

Scenario #1

Taxes Fail-Reduce $1M Exp 12-13 only 2011-12 2012-13 2013-14 2014-15
Ending Fund Balance 2,011,527 (854,383) (3,871,198)

Cash/Economic Uncertanties (925,160) (933,766) (936,232)
Budget Stabilization 1,086,367 (1,788,149) (4,807,430)

Scenario #2

Taxes Fail-Reduce $1.3M Exp 12-13 only 2011-12 2012-13 2013-14 2014-15
Ending Fund Balance 2,311,527 (554,383) (3,571,198)

Cash/Economic Uncertanties (925,160) (933,766) (936,232)
Budget Stabilization 1,386,367 (1,488,149) (4,507,430)

Scenario #3

Taxes Fail-Reduce $600,000 ongoing 2011-12 2012-13 2013-14 2014-15
Ending Fund Balance 1,611,527 (654,383) (3,071,198)

Cash/Economic Uncertanties (925,160) (933,766) (936,232)
Budget Stabilization 686,367 (1,588,149) (4,007,430)



2012-13 Budget Options???
Prioritize funding to programs
Review contracted services and utilities
Class Size
Salary Rollbacks  

1 % General Fund = $200,700
1 % Other Funds = $13,000

Furloughs – 1 day 
General Fund = $103,500 
Other Funds = $5,000

Layoffs
Unknown – Unification??
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Bottom Line – Plan for the Long Term

Bottom line, don’t see a return to the “old normal” anytime soon
The state and nation face tremendous challenges and fundamental 
problems that cannot be resolved with quick fixes
As a result, time to consider the present situation to be the “new 
normal” and plan accordingly
SSC continue to recommend conservative fiscal policies at the district 
level

Others have induced plenty of risk to your district – you don’t 
need to add to it
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